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Issued by the Auditing Standards Board

A m erican Institute o f C ertified P ublic A cc o u n tan ts

Audit Adjustments
(Amendments to Statement on Auditing Standards No. 1, Codification of
Auditing Standards and Procedures, as amended by “Appointment of
the Independent Auditor,” Statement on Auditing Standards No. 83,
Establishing an Understanding With the Client, AICPA, Professional
Standards, vol. 1, AU sec. 310.06; Statement on Auditing Standards
No 85, Management Representations, AICPA, Professional Standards,
vol. 1, AU sec. 333.06 and 333.16; and Amendment to Statement on
Auditing Standards No. 61, Communication With Audit Committees,
AICPA, Professional Standards, vol. 1, AU sec. 380)
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Audit Adjustments
Amendment to Statement on Auditing Standards No. 1, Codification of
Auditing Standards and Procedures, as amended by Statement on Auditing
Standards No. 83, Establishing an Understanding With the Client (AICPA,
Professional Standards, vol. 1, AU sec. 310, "Appointment of the Independent
Auditor," paragraph .06)

1. In accordance with AU section 310.05, the auditor should establish an understanding with the client regarding the services to be
performed for each engagement. That understanding should be documented, preferably in an engagement letter or other written communication. AU section 310.06 specifies various matters that generally are
addressed in the understanding, including management's responsibility for the financial statements. One of the matters that is not specifically addressed is management's responsibility for determining the
appropriate disposition of financial statement misstatements aggregated by the auditor. This amendment adds the following to the list
in AU section 3 1 0 . 0 6 o f matters that generally are included in the
understanding with the client.
•

Management is responsible for adjusting the financial statements
to correct material misstatements and for affirming to the auditor
in the representation letter that the effects o f any u n c o r r e c t e d
m i s s t a t e m e n t s aggregated by the auditor during the c u r r e n t
e n g a g e m e n t and pertaining to t h e latest period p r e s e n t e d are
immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.
3

3. SAS No. 47, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional
Standards, vol. 1, AU sec. 312.04), states that a misstatement can result from errors
or fraud.

2. This amendment is effective for audits of financial statements
for periods beginning on or after D e c e m b e r 15, 1999. Early adoption
is permitted.
Amendments to Statement on Auditing Standards No. 85, Management
Representations (AICPA, Professional Standards, vol. 1, AU sec. 333.06
and 333.16)

3. SAS No. 85, Management Representations,
requires the auditor
to obtain written representations from management as part of a financial statement audit. These representations usually are obtained in a
representation letter at the conclusion of the engagement. One purpose of obtaining a representation letter is to reduce the possibility

4
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o f misunderstanding between the auditor and management concerning
the matters that are the subject o f the representations.
4. This amendment requires that the representation letter include
an acknowledgment by management that it has considered the financial
statement misstatements aggregated by the auditor during the current
engagement and pertaining to the latest period presented, and has concluded that any uncorrected misstatements are immaterial, both individually and in the aggregate, to the financial statements taken as a
whole. It also requires that a summary o f the u n c o r r e c t e d misstatements b e included in or attached to the representation letter.
5. This a m e n d m e n t adds the following item to the list o f matters
that should b e addressed in a representation letter in connection with
a financial statement audit (AU Section 3 3 3 . 0 6 ) . [Items g through q
b e c o m e items h through r.]
g.

Management's b e l i e f that the effects o f any uncorrected financial
s t a t e m e n t m i s s t a t e m e n t s aggregated by t h e auditor during t h e
4

current engagement and pertaining to the latest period presented
are immaterial, both individually and in the aggregate, to the financial statements taken as a whole. (A summary o f such items should
5

b e included in or attached to the letter.)
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4. SAS No. 47, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional
Standards, vol. 1, AU sec. 312.04) states that a misstatement can result from errors or
fraud, and provides guidance for the auditors evaluation of audit findings (AU Section
312.34-.40).
5. If management believes that certain of the identified items are not misstatements,
management's belief may be acknowledged by adding to the representation, for example, "We do not agree that items XX and XX constitute misstatements because
[description of reasons]."
6. SAS No. 47 states that the auditor may designate an amount below which misstatements need not be accumulated. Similarly, the summary of uncorrected misstatements included in or attached to the representation letter need not include such
misstatements. The summary should include sufficient information to provide management with an understanding of the nature, amount, and effect of the uncorrected
misstatements. Similar items may be aggregated.
7. The communication to management of immaterial misstatements aggregated by
the auditor does not constitute a communication pursuant to SAS No. 54, Illegal Acts
by Clients (AICPA. Professional Standards, vol. 1, AU sec. 317.17), Section 10A of the
Securities Exchange Act of 1934, or SAS No. 82, Consideration of Fraud in a Financial
Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 316.38-.40). The auditor may have additional communication responsibilities pursuant to SAS No. 54,
Section 10A of the Securities Exchange Act of 1934, or SAS No. 82.
Also, the following item is added to the illustrative m a n a g e m e n t
r e p r e s e n t a t i o n l e t t e r in paragraph 6 o f appendix A, "Illustrative

A u d i t Adjustments

Management Representation L e t t e r " (AU Section 3 3 3 . 1 6 ) . [Items 5
through 10 become items 6 through 11.]
5.

We believe that the effects of the uncorrected financial statement
misstatements summarized in the accompanying schedule are
immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.
1

1. It management believes that certain of the identified items are not misstatements,
management's belief may be acknowledged by adding to the representation, for example, "We do not agree that items XX and XX constitute misstatements because
[description of reasons]."

6. This amendment is effective for audits o f financial statements
for periods beginning on or after D e c e m b e r 15, 1999. Early adoption
is permitted.
Amendment to SAS No. 61, Communication With Audit Committees
(AICPA, Professional Standards, vol. 1, AU sec. 380)

7. SAS No. 6 1 , Communication
With Audit Committees
(AICPA,
Professional Standards, vol. 1, AU sec. 380.09), requires the auditor to
inform the audit committee about adjustments arising from the audit,
whether or not recorded by the entity, that could, in the auditor's judgment, have a significant effect on the entity's financial reporting
process. This amendment revises the heading preceding AU Section
380.09 and inserts the following paragraph after AU Section 380.09 to
require the auditor to inform the audit committee about uncorrected
misstatements aggregated by the auditor during the current engagement and pertaining to the latest period presented, whose effects management believes are immaterial, both individually and in the aggregate,
to the financial statements taken as a whole. [AU Section 3 8 0 . 1 0 - . 1 5 is
renumbered AU Section 380.11—.16.]

Significant Audit Adjustments
9.
10. T h e auditor also should inform the audit c o m m i t t e e about
uncorrected misstatements aggregated by the auditor during the current engagement and pertaining to the latest period presented that
were determined by management to b e immaterial, both individually
and in the aggregate, to the financial statements taken as a whole.
3

4

3. The presentation to the audit committee should be similar to the summary of
uncorrected misstatements included in or attached to the management representation

5
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letter. See footnote 6 of SAS No. 85, Management Representations (AICPA, Professional
Standards, vol. 1, AU sec. 333).
4. The communication to management and the audit committee of immaterial misstatements aggregated by the auditor does not constitute a communication pursuant to SAS
No. 54, Illegal Acts by Clients (AICPA, Professional Standards, vol. 1, AU sec. 317.17),
Section 10A of the Securities Exchange Act of 1934, or SAS No. 82, Consideration of
Fraud in a Financial Statement Audit (AICPA, Professional Standards, vol. 1, AU sec.
316.38-.40). The auditor may have additional communication responsibilities pursuant
to SAS No. 54, Section 10A of the Securities Exchange Act of 1.934, or SAS No. 82.

8. This amendment is effective for audits o f financial statements
for periods beginning on or after D e c e m b e r 15, 1999. Early adoption
is permitted.

A u d i t Adjustments

This Statement entitled Audit Adjustments was unanimously adopted by the assenting
votes of fifteen members of the board.

Auditing Standards Board (1999)
Deborah D . Lambert,
James S. Gerson, Vice
John Barnum
Andrew J . Capelli
Robert F. D a c e y
Richard Dieter
Sally L. Hoffman
Linda K. Cheatham
J. Michael Inzina
Charles E . Landes
W. Scott McDonald

Chair
Chair

Keith O. Newton
Robert C. Steiner
George H. Tucker
O. Ray Whittington
Thomas Ray
Director
Audit and Attest
Standards
Judith M. Sherinsky
Technical
Manager
Audit and Attest S t a n d a r d s

A u d i t A d j u s t m e n t s T a s k Force
Richard Dieter, Chair
John Barnum
Andrew J . Capelli

J . Michael Inzina
Frank Koster
Robert Steiner

The task force thanks Jeffrey Thomson for his technical assistance.
Note: Statements on Auditing Standards are issued by the Auditing Standards Board,
the senior technical body of the Institute designated to issue pronouncements on
auditing matters. Rule 202 of the Institute's Code of Professional Conduct requires
compliance with these standards.
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